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‘Auditors’ Report

To the Shareholders of
Y-Cal'Resources Ltd.

We have audited the consclidated balance sheets of X-Cal Resources Ltd. as at March 31, 2003 and
2002 and the consolidated statements of operations and deficit and cash flows for the years then ended.
‘These consolidated financial statements are the responsibility of the company's management. Our
responsibility is to expiess an opinion on these consolidated financial statements based on our audits. -

~We"conducted our audits in accordance with Canadian generally accepted auditing standards. Those

.standards require *hat we plan and perform an audit to obtain reasonable’ assurance whether the

“"consolidatéd financial statements are free of material misstatement. An audit includes examining, on a
~test-basis, evidence supporting the amounts and disclosures in the consolidated financial statements. An

“audit also includes™assessing the accounting principles used and significant estlmates made by
management, as well as evaluating the overall financial statement presentation.

. In"our opmron thes k'consolldated financial statements present fairly, in all material respects the financial
Hposmon of the compdny ‘as at March 31, 2003 and 2002 and the results of its operations and its cash flows
“tofiihe years then ended in accordance with Canadian generally accepted accountmg principles. As

required by the Company Act of British Columbia, we report that, in our opinion, these principies have

_“beenapplied on a kasis consistent with that of the preceding year.

9‘,...;:—71..:1;; L2
Vancouver, Canada |

June 12, 2003 Chartered Accountants

P.0. Box 11177, Roya! Centre
Suite 2800

1055 Wesi Georgia Street
Vancouver, BC V6E 4N3

T (804)6887-2711

F  (B04) 6856569

E Vancouver@GraniThomton.caii -« B oo wh il

W www.GrantThomton.ca

Canadian Memoér of Grant Thomion Intemational




X-Cal Resources Ltd..
Consolidated Balance Sheets

March 31 2003 2002
Assets
Current
Cash and term deposits $ 2764420 $ 20,561
Receivables and prepayments 159,414 34,837
2,923,834 55,398
Note receivable (Note 3) 70,583 60,914
Mineral property interests (Note 4) (Page 15) 15,515,049 14,727,617
Capital assets (Note 5) 66,887 26,745
$_18,576,353 $ _ 14,870,674
Liabilities
Current . o AR . o
Payables and accruals. L - % . 251,300 $. 210,116
Current portion of term-debt (Note 6) _ 5,661 -
SR N 256,961 - 210,916
Term debt (Note 6) P 18,001« .
‘ 274,962 210,116
. (- T " 2 . A
Shareholders’ Equity B U e
Capital stock (Note 7) L R _ 27,822,728 . 23,386,427
Contributed surplus’ R N X -1 IR
Deficit T (9,695,336) ;... (8,725.869)
s 18301394 . 14,660,558
$ 18,576,353 $ 14,870,674
Going concern (Note 1)
On behalf of the Board
Director Director

See accompanying notes to the consolidated financial statements. ..+ . i . i

Grant Thornton®
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X-Cal Resources Ltd.

Consolidatad Statements of Operatmne

2.

and Deficit

Year Ended March 31 2003 2002
General and administrative expenses
Automobile $ 13,267 § 12,107
Consulting 31,600 18,333
Depreciation 10,977 15,647
Investor relations, including in 2003 $107,537 of
stock based compensauon (Note 7) ...236,394 22,727
Shareholder communication 121,349 34,465
Legal, accounting and audit 58,454 30,971
Cffice and other - 34,066 17,449
Registrar and transfer agent 16,946 13,790
_Rent ) 44,172 31,323
*_Salaries and benefits - 211,950 123,592
Stock exchange fees 50,898 31,527
Telephone 18,380 14,110
~Travel 63,095 55,091
911,548 421,132
117 'Loss before other'items (911,548) (421,132)
“iGther items
Foreign exchange loss (34,463) (185)
Interest income 19,158 085
“'\'oss before mineral property costs expensed (926,853j {420,352)
: ““Mineral property, ekploration costs expensed (42,614) ' (8,683)
Net loss , § ' '(969,467) (429,035)
Net loss per share Ty Y (0.02) (0.01)
Welghted average common shares outstandmg o 55,112,911 49,830,285
Deficit, beginning of year $ (8,725,869) (8.296,834)
Net loss (969,467) (429,035)
Deficit, end of year $ (9,695,336) (8,725,869)

e IR N TR
RSO

See accompanymg notes to the consohdated f nanmal stalements.

Grant Thornton®
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X-Cal Resources Ltd.

Consolidated Statements of Cash Flows

Year Ended March 31 2003 2002
Cash derived from (applied to)
Operating
Net loss $ (969,467) $ (429,035)
Stock-based compensation included in investor
relations 107,537 -
Depreciation - 10,977 15,647
Change in receivables, prepayments and payables ~ (83,393) 54,129
{934,346) (359,259)
" Financing
Shares issued for cash 4,436,301 . 579,480
. Investing .
Notes receivable (9,669) 88,102
Mineral property interests {720,970) (282 264)
Capital assets (27,457) (7,500)
U L (758,096) (201,662) 1
1 Net increase in cash 2,743,859 .- 18,559
! i
“Cash and term deposits
 Beginning of year 20,561, 4 i 02,002
End of year $ 2,764,820, -$.., ;420,561
: * _ Non-cash investing and flnancmg activities: IR R (
=", " Issue of shares to acqunre mineral property interests $ - 8 167,500 %
B Stock based compensation capitalized in mineral L raramaltad i
properties (Note 7}... . 66,462 -
. Term debt re automobile purchase e, 23862, -
o it r.{
(it A ﬂ
4
i See accompanying notes to the consohdated financiat statements '
Grant Thornton & ' ’ e 4 5



it
it
i
T

1
Bt
B
-5
o
4
3
A
3

ot & e

X-Cal Resources L.td.

Notes to the Consolldated Fmancaa! S{atements
March 31, 2003 and 2002

1. Operations and going concern

The company is engaged in the exploration of its mineral property interests and has not

determined whether its properties contain reserves that are economically recoverable. The

business of exploring for resources involves a high-degree of risk. Few properties that are

explored ultimately are developed into producing mines. Major expenses may be required to

establish ore reserves, to develop metallurgical processes, and to construct mining and

processing facilities at a particular site. There is no assurance that the company will be
. successful in its search. . :

. 'Although the company has taken steps to verify title to its mineral property interests in

. .-accordance with industry standards, these procedures do nct guarantee the company’s title.

Property title may be subject to unregistered prior agreements and non-compliance with
regulatory requirements.

' “'I"he recovery of the amount recorded for m’iheralfprqperty*interests is dependent upon the
" ability of the company to obtain the financing necessary to complete exploration and
development of the properties, future mineral prices, and upon future profitable production.

The company is dependent upon share issuances to provide the funding necessary to

continue to explore its mineral properties and to meet its general operating expenses as they

arise. There is no assurance that such addmonal ﬁnancmg will be available.

: "hese f n;ncnat statements have been prepared on the basis ihat the company is a' gomg
% goncem. - Thesg financial statements’ do not include adjustments that would be niecessary
should'it:5& determiniéd that the company may be unable 1o continue as a going concern.

2 Summary of SIgmflcant accountmg pohcles L

These financial statements have been prepared in accordance with Canadian generally
accepted accounting principles. .

Pnncnples of consohdatlon

0 . - - . : [

' "’1e c:»nsolldated f nancxdl statements mc{udt the uccoums of the company and X—Cal u. S A
inc., its whelly-owned subsidiary: - : ; :

Use of estimates

In preparing the financial statements, management is required to make estimates and
- assumptions, that- affect - the reported -amounts of -assets” and - liabilities, the' disclosure of
contingent.assets and liablities at the-date of the financial staternents and reported amounts of
_nd expenses .. during the repcrt.ng penod Actual result., coud differ from

Foreign currency transactions are transiated by the temporal method whereby monetary assets
and liabilities are translated at the rate of exchange in effect at the balance sheet date; non-
monetary assets are translated at rates prevailing when acquired; and, revenue and expenses
are translated at average rates of exchange for the year. Translation gains and losses are
included in the results of operations for the year.

&
§
¥
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X-Cal Resources Ltd.

Notes to the Consolidated Flnanc1a| Statements
March 31, 2003 and 2002

2. Summary of significant accounting policies (Continued)
Cash

The company considers cash to include cash and short term lnvestments readily convertible into
cash with original maturities of three months or less.

Mmeral property mterests

Mineral interests represent acquisition and holding costs and deferred exploration costs, less
amounts written off or written down to date. If production is attained, these costs will be

* amortized using the unit-of-production method- based on estimated. reserves. Costs related to
properties which are abandoned or consndered uneconomlc ln the foreseeable future are Wntten
off.

When properties are acquired under agreements requiring future acqunsmon payments to be
made at the sole discretion of the company, those future payments, whether in cash or shares,
are recorded only when the company has made or becomes obllged to make the payment or to
issue the shares.’

. [SEE
Reclamationcosts -~~~ -

Reclamation activities are camied 'dut to the extent practicable concurrently with property
exploration activities and sugh costs. are included in exploration costs during the periog-ip-which
they are incurred. Wheén propemes are abandoned, any remaining reclamation costs, are
estimated and inciuded as ¢ an explorahon cost in the .period the property is abandopedr .-

- Capital assets

Capital assets are recorded at cost less accumulated deprecuatlon and Fre amortlzed at 20% per
annum on the straight line method e e o ey

Capital stock issued for other than cash

R T R S TN 2 LR It
Capital stock issued for other than cash is valued at the price at which the stock traded on the
principal stock exchange. on which the stock trades:atithe time the related-agreement to. iSsue
stock is made or, if such issuance is at the option of the company -at:the time:the.company
determines to issue such stock.

Future income taxes

: The company follows the llablhty method of acwuntmg-for mcame taxes Under the llabllnty
. method future income tax.assets and tabilities- are .coniputed Hesed bn diffefénces between
- - the carrying amount of assets and liabilities ‘on the balance sheet and their cofrespes @lng tax
values, using enacted income tax rates at each balance sheet date.’ “Future - ingome ‘tax
assets also include the benefit that may be derived from unused loss carryforwards and
unclaimed other deductions. The valuation of future income' tax-dsseté’ls' éviewed Snrdally
and adjusted, if necessary. by use of a valuatlon allowance to reﬂe t the estu
amounl a

Grant Thornton ® 8
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X-Cal Resources Ltd. -

Notes to the Consolidated Fmancnal Statements
March 31, 2003 and 2002

2. Summary of significant accounting policies (Continued)

Net income (loss) per share

“ Basic net income (loss) per share amounts are calculated using the weighted average

number of common shares outstanding during the year. Fully diluted net income (loss) per

“share is calculated using the ‘treasury stock method. This method assumes that comman

shares are issued for the exercise of warrants and options and that the assumed proceeds
from the exercise of warrants and options are used to purchase common shares at the
average market price during the year. The .difference between the number of shares
assumed issued and the number of shares assumeéd purchased is then added to the basic
weighted average number of shares outstanding to determine the fully diluted number of
common shares outstanding. No exercise or conversion is assumed during the years in
. which a net loss is incurred as the effect is anti-dilutive.

~ Stock-based compensation

: "Stock-based compensation awards granted to non-employees are recorded as an expense,

capitalized in mineral properties, or charged to capital stock, depending upon the nature of
_ the award, based on the fair value estimated using the Black-Schoies Pricing Mode!.

;. The: company has ‘a stock option plan which is described in Note 7. No compensation

“'gXpeénse’is recognized on any of the grant, vesting or exercise of an option to employees and

directors under the plan, although pro-forma disclosure is made of the compensation
2xpense, and the resulting net.income or.loss and earnings cr.loss per share, that would have
een.. recogmzed lf the fair value of the options granted:and.vested:-had been recognized as
Upon exercise, ‘me transaction is-recorded:as an issuance of share capital for
xercise price Compensation expense and- cont"r'butéd surplus are recogrized in

k The company has made loans to a dlrecfor to purchase shares of its capltal stock. These loans
do not bear interest and are unsecured.

" Grant Thornton® 7
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" Sleeper Gold Project

X-Cal Resources Ltd.

Notes to the Consolidated Fmanc:al Statements
March 31, 2003 and 2002

4. Mineral property interests
Environmental practices

The company is subject to the laws and regulations relating to environmental matters in
jurisdictions in which it operates, including provisions relating to property reclamation, discharge
of hazardous material and other matters. The company may also be held liable should
environmental problems be discovered that were caused by former owners and operators of its
existing properties and properties in whnch it has prev:ously had an interest.

Management is not aware of any existing environmental problems related to any ofits current or
former propemes that may result in matenal hablhty to the company.

Mineral property interests o
2003 .. 2002

Battle Mountain Trend, Nevada, U.S.A. S
Sleeper Gold Project $ 15,411,293 § 14,637,224
Pipeline area — Mill claims__ . . 103,755 90,392

Omineca Mining Drvrswn B. C , ’ o L
Snowbird Groupophon o . ' S e e A

- $ ‘15,515,049 . §

in December 1993 the company acqunred the nghts to explore deve|op and mih ethe Sleeper

Extension (York) claim group-located in Humbolt County, Nevada:in’ order toédrn’
interest in the property, the company.issued 225,000 sharés and miust make Sdvii
payments of U.S. $3,000,000 payable at'U.S.:$50,000 per year(cumulativeé reqmréd mount
of U.S. $400,000 has -been paid to date). -:Any commefciat production from tie property is
subject to a.3% net smelter return royalty which:may be offset in"full to'the’ extérit: of foyaltres
paid in advance. When U.S. $3,000,000-has: been paid the royalty-wilt be' reduced t6-0:5%.
X-Cal has the right of first refusal to purchase the remaining 0. 5% at a pnce to be negotlated
should the holder wish to offer it for sale. R R

“100%

. In April 1996, the company agreed to form & joint venture-to €xplore and dévelop the Sleéper

Extension and:the:adjacent Sleeper:Property owned:-and-operated by Amax' Gold thié. and its

-subsidiary, Nevada Gold Mining,-Inc..- Under the terms of the :agreémenit-X:Cal pdiyu.s.

$25,000 and issued 100,000 shares to Amax, spent a minimum of U.S. $2,000:000 on
exploration of the propemes and agreed to issue a further 1,000,000 shares on formation of
the joint venture.

In April 1997, the company paid a U.S. $100,000 option fee, and in August 1997lan extensnon
fee of U.S. $250,000, and issued 500,000 shares toacquurq from Amax.an. opnon ito: purchase
its interest in the Sleeper Property. Dot r o R ot f et N CHERC D

In November 1997, the company and Amax formed the planned joint venture to explore and
develop the properties. A formal joint venture agreement was completed in May 1998, which
incorporated certain aspects of the April 1996 and April 1997 agreements and each of X-Cal
and Amax agreed to contribute its properties to the venture in which each owned a 50%
interest.

Grant Thornton @ . 8
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X-Cal Resources Ltd.

Notes to the Consolidated Fmanmal atatements
March 31, 2003 and 2002

4. Mineral property interests (Continued)

Sleeper Gold Project (Continued)

The total X-Cal Sleeper area land holding is 981 claims (2002: 971 claims) totalling
approximately 19,620 acres (2002: 19,420 acres). X-Cal retains sole ownership outside of the
joint venture of 248 of those claims following an election by Amax not to contribute its pro rata

. share of the acquisition costs for those claims. X-Cal staked 10 new claims in 2002 to pick up
. .ground within the central portion of the property that had previously been held by a third party.

Kirross has agreed to contribute its pro rata share of acquisition costs for these new claims and
to have these c)anms added to the joint venture.

v in June 1998, Amax Gold inc. amalgamated with Kmross Gold Corporatlon In March 1999, the
* company signed an agreement (“Opticn Agreement") ‘with Kinross, under which Kinross granted

the company an option to purchase all of its interest in the joint venture. As consideration for the
option, the company paid U.S. $50,000 and issued 500,000 common shares. Subsequently, the
option was extended to April 25, 2000 in retum for a further. 500,000 shares. Originally, the
option could be exercised by the company paying U.S. $1,300,000, issuing 1,000,000 common
shares, and assuming all future reclamation liabilities at the Sleeper mine site, estimated at U.S.
$5,500,000. By dgreement dated February 29, 2000 the terms of the option were amended by
increasing the 1 000 00() share requirement to 5,400,000 shares of X-Cal.

On April 24, 2080,%the Option Agreement with Kinross was amended and extended unti
September 30, 2000 (“Amended Option Agreement”). Under the terms of the amended option,
the company agreed.{o.pay to Kinross U.S. $2,000,000 by September 30, 2000 to be used by it
for reclamation, and -to issue the 5,400,000 common shtares: by September 30, 2000. In
addition, the company agreed to fund the balance of U.S. $3,500,000 in reclamation costs
budgeted as to U.$: $1,450,000 in 2001; U.S. $1,100,000 in 2002; U.S. $600,000 in 2003; and
U.S. $350,000 in.2004. Upon full payment of the consideration, reccrded title to the property
shall be transferredto the company.

On October 13‘-v2(100,..»the»-co'rnpany signed a First Amendment to the Amended Option

LAgreement with Kinross that extended the time by. which the. company may. purchase all of

Kinross’ interest in the joint venture to January 31, 2001. Under the terms of the amended
agreement, the company paid U.S. $250,000 of the U.S. $2,000,000 initial reciamation payment
with the U.S. $1,750,000 balance to be paid by January 31, 2001 (subsequently extended to
December 30, 2001 by an agreement dated June 26, 2001). The consideration for ihis
extension was the issuance of 1,500,000.common shares .of: X-Cal of wﬁlch 500,000 were
|ssued in 2001 and 1 000 000 in 2002.

‘1ﬁ'December 2001 ’Kmross agreed to extend X-Cal's option on the Kinross portion of the
Sle 26per £30ld Project-and, the requirement to make the U.S. $1,750,000 reclamation payment
Rt Déeembér 30, 2003 for $Nil consideration.

"The Mrll claims were acqurred by staking. The company lssued 100,000 shares as finders fees

+q cepnection with this areg, ane-half of which atiributed value has been written off in conjunction
with the ‘abandonment of ofher claims in this area.

R H
PrR

néwbrrd Group -
To; maintain its interest i1 the property, the company had agreed to pay an-annual advance

“"‘royaTty of "$72,0007 In" April 11999, the royalty holders agreed to sell all of their rights and

interests in the claims in exchange for 89,990 common shares. These shares were issued in
May 2000.

«Grant Thornton % . 9




X-Cal Resources Ltd.

Notes to the Consolidated Financial Statements
March 31, 2003 and 2002

5. Capital assets 2003 : 2002 -

Accumulated Net Net
Cost - Depreciation Book Value - - Book Value

Vehicles 0§ 91337 § 39,70z § 51,635 $ 11,463
Office equipment 80,799 72,457 8342 ‘5,553
Leasehold improvements -~ 21,848 14,938 6,910 ) 9,729

$ 193984 § 127,097 § 66,887 $ 26,745

6. Term debt

The company purchased 2 motor vehicle with future mihimuth loan paymehté as(folzloWs_..‘;',":'_

2004 ST s e
2005 S o &2 L i

2006 S T 05 7 T i
2007 ) o e e e i ,273_-,:- B
N ..25089.

Less: amount representing-interest at 2.9% 1,427

- Less: amount due within one yéar - ! G5 681 : b

[ERISIRVV R

18,001 .

2T, .Capital stock

Authorized: ' I
100 000,000 common shares wﬂhout par vaiue:+ Lo

Issued:

Balance, March 31,2001~ “7 Tt T T AT 416,243

For cash (net of issue costs) : 2,839,840 .,

. 579,489
To acquire mineral property interests (Note 4) _ 1 000 000' )

167, 500 '

A BTG T O SR TR

Balance, March 31,2002 - - o R 52.256 083 "427

For cash (et of issue costs) 12,156,833 . 4,436,301 :

G

Balance, March 31,2003, twin i i G4,412,916 ¢ 27,822,728

Yitiiiqg

Grant Thornton ®




X-Cal Resources Ltd.

Notes to the Consolidated Financial Statements
March 31, 2003 and 2002

7. Capital stock (Continued)

Stock options

The company has a stock option plan under which directors, officers and other key
employees and consultants to the corporation and its subsidiaries may be granted options to
purchase shares. The number of common shares subject to options granted under the Plan
is limited to 5,000,000 common shares in aggregate, and 5% of the issued capital at the date
of the grant with respect to any one optionee. Options issued under the Plan may be
" ‘exercised during a period deterrmned by the board of directors which cannot exceed five
‘years.

A summary of the status of the company stock optlon plan and changes during the years is
presented below: .

. 2003 2002
Weighted Weighted
Average Average
Shares Exercise Price Shares  Exercise Price
Qutstanding, beglnmng of year 3,575,000 § 0.30 2,850,000 §$ 0.32
* 'Granted - ° £ 2230000 $ 0.49 2,350,000 $ 0.30
Exercised {1,042500) $ 0.31 - 3 -
Expired (1,075,000) $ 0.31 (1,625,000) % 0.32
‘-"-’Ot’xtsfahding,-ehd of year - L 3 687 500 3,575,000

The. followmg mformahon applles to options outstandmg and exercisable at March 31, 2003; \
6 . i . ;

Weug hted Average
: Coe Number } ‘Remaining Weighted Average
Rgnge oi Exerche Prces Outstanding e Conu'ztcmal Life . Exercise Price
$0.25 to $0. 38 1,757,500 08 $ 0.30
$0.47 1,475,000 37 $ 047
$0.70 to $0.75 o . 455,000 13 $ 0.71
25 10.$9.78. i $ 0.42

Grant Thornton 11




X-Cal Resources Ltd.

Notes to the Consolidated Financial Statements
March 31, 2003 and 2002

7. Capital stock {(Continued)
Warrants
A summaryvof share warrant activity during the year is as follows:

2003 2002

. Weighted . Weighted

Average Average

Shares Exercise Price Shares  Exercise Price
Qutstanding, beginning of year 4756507  $ 0.24 | 4,041,667 $ 0‘51
Granted 4,2498667 § 0.53 3,839,840 §$ ‘021
Exercised {2,615,000) § 0.24 - % -
Expired (166,667) $ 0.35 (3,125,000) $ 0.31

Outstanding, end of year 6,224,507 - 4,756,507

The following table summarizes information concerhing outstanding aﬁd exercisable warrants at
March 31, 2003: . g

Weighted Average
Number - Remaining .- . Weighted Average
Range of Exercise Prices - - Qutstanding - Contractuat Life Exercise Price
$0.18108025 - . varc. 2,180,840 - - 05 IR U
$0.30 1,535,000 21 $ 0.30
$0.60 to $0.75 Solii . 2499667 17 $ 0.70
- $C.18 10 $0.75 S 6224507 $

AN ¥ "ok

Stock-based compensationL '

For ihe year ended March 31, 2003, the compensation cost of stock options granted to non-
employees which was expensed was $107,537;:565,462 was capitalized to mirert.properties;
and .$18,663 was charged to capital stock &8 tinancing costs. The combined amount of
$192,662 was credited as contributed surplus. During the year, stock options assigned a value
of $18,663 were exercised, leaving a balance of $173,999 in contributed surplus.

For Stock options. granted td directors and employees, the fair value of stock cptions used to
calculate compensation expense is estimated using the Black-Scholes Option Pricing Method
with the following assumptions:

Risk-free rate of retum 4.14%

Expected dividend yield -
Expected stock price volatility 110%
Expected option life in years . 4

Option pricing models require the input of highly subjective assumptions including the expected
price volatiity. Changes in the subjective input assumptions can materially affect the fair value
estimate, and therefore the existing models do not necessarily provide a reliable single measure
of the fair value of the company’s stock options. - ‘ ’
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‘X-Cal Resources Ltd.

Notes to the Consolidated Fmanmal Statements
March 31, 2003 and 2002

- 7. Capital stock {Continued)
Stock-based compensation (Continued)
Had the company accounted for the stock options granted to directors.and employees using the
fair value -method, the pro-forma effect on net loss.-and loss per share for the year ended
"March 31, 2003 would be as follows:

Net loss for the year

Reported o i $ 969,467

Pro-forma ) o 1,481,027
Basic and diluted loss per share

Reporled ' 0.02

..Pro-forma ‘ - 0.03

'8 Related panir‘u'ansécuons

- The-company has made loans to a director to purchase shares as described in Note 3. Also,

..the company paid legal fees of $14,044 (2002: $15,490) to a.law firm in which a director of the

company is a partner. The company also paid $31,600 (2002: $Nil) in consulting fees to a
director of the company. AR

9. .Incometaxes ;© ;.-

. The components of the company’s future income tax assets are as follows:

2003 2002

NNAGrDl propertiés il $ 173000 $ 1,185000
hare issue costs? 47,000 4,000
"Non-capital losses carried forward 1,048,000 - 792,000
U.S”net operatmg lgsses carried forward 95,000 103,000
. Total future income tax assets ’ 2,363,000 2,084,000
‘tjqrg allowa pqe; e * (2,363,000) (2,084,000)
AN : s )

-—which urder-Canadian income  tax laws explre ‘as follows:

. 2004 $7" " 308,000
: o 482,000

L 364,000
:1408,000-
434,000
.. 947,000 -

P $ . 2 943 000

: The company also has reported net operating lossesin- the U S of $240 000 that are avallable
to reduce taxable income in future years. These losses will expire in the penod from 2012 to
2023 if not utilized. - .

Grant Thornton @ 13




X-Cal Resources Ltd.

Notes to the Consolidated Financial Statements
March 31, 2003 and 2002

9. Income taxes (Continued)

The income tax recovery shown on the statements operations differs from the amounts obtained
by applying combined Canadian Federal and Provincial statutory rates to the’ net loss before
taxes as follows:

003 ...2002
Combined statutory.rate at 39.12% (2002: 43.37%)
Income tax recovery based on the statutory rate :s' , 379,000 K t86.000
Tax effect of expired losses (91,000) - * (114,000)
Other . (9,000 . 2,000
increase in valuation allowance {279,000) .(74.000)
Income tax recovery for the period ) $ - >$ . -

10. Segmented information o o R R g

The company operates in one mdustry segment the mineral resource mdustry and in two
geographical segments, Canada and the United States of America. The riet {oss’ ahdfaséets
identifiable with those geographic areas are as follows:

1)1 % NI 1-2'502
: Netloss :

. Canada L : $ (968,636) - .$ .. {428,250)
U.S.A. (834).: - (7-85)
. 1 0(869:487) ¢8 (429035)

Assets e Sigmoe o) e OIS
' Canada o $° 73,061,305 A,:2143357
TUSAL ) T 15,515,048 14,727,617

et pal

$ _18,576,353 s 14 870,674

Dol

1. Securities regulatory matter

The company has réceived a letter from the British Columbia Securities Commission
containing @ Continuous Disclosure Review as part of their "ongoing program to improva the
quality of disclosure to investors”. The company has been advised that its 2002 Annual
Information Form and -certain other technical information have not been presented"'in
compliance with commission policies. R

In response to the review, X-Cal has initiated a program to update information disclosed
about the company and its mineral properties to comply wm\ the stated polvcnes and mtends to
f iea new: A.\r.ual Informatnon Form ri: the appropnate form

Grant Thomtons o

«
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MANAGEMENT DISCUSSION AND ANALYSIS

The following discussion and analysis of the operating results and financial position of X-Cal
Resources Ltd. (“X-Cal* or the *Company”) should be read in oonjunction with the audited
Consolidated Financial Statements and related Notes, which are prepared in accordance with
generally accepted accountmg principles in Canada (*Canadian GAAP"), All dollar figures
inclided therein and in the following discussion and analysis are quoted in Canadian dollars,

All references to “2003" refer to the fiscal year ended March 31, 2003 and all references to “2002"
refer to the fiscal year ended March 31, 2002.

General

X-Cal Resources Lid. is a gold exploration company with propertles located in Nevada USA and

British Columbia, Canada. The Company is listed on The Toronto Stock Exchange Its executive '

offices are located in Vancouver, British Columbia and in Tororito, Ontari |o Canada.

The Company has three North American gold properties: the Sleeper Gold Property in Humbo!dt
County, Nevads, the Mill Creek Property in Lander County Nevada, USA and the Snowb rd Gold
Property in British Coiumbla Canada. :

The Sleeper Gold Property has been assembled over a period extandmg from 1993 to the
present into a District scale (30 square mile) project, with a gold resource and targets jor iiew
deposits. To date, the main thrust of the Company’s work has been to assemble and document
the Project at a cost in excés's of $15,000,000. The current work to the property has involved
more than 20,600 feet of new drilling this year, which has added to our understanding of the
property. Work is expected to continue throughout the calendar year and will be reportedion with

the assistance of technical personnei who are qualified under the definitions given under Manonal
Instrument 43-101.

The Company. has until-Decémber 30, 2003 to exercise its option on the
Sleeper Gold District. :

The view of management based on the work to date is that the completlon of the purchase of: t’*\e
Kinross interest in the district should be carried out, if it can be accomphshed ina transactton mét
does not create excesswe share d_uutlon ¢

The Mill Creek Property-is located in the Portez Jomt Venture Area Lander County Nevada nebr '

Piacer Dome Inc.'s Cortez and Pipeline Gold Mines. This is the area where Placer Dorhe has
announced. the new Cortez Hills discovery and where’ Placer Dome has found new gotl-
mineralization known as E.T. Blue. There have been three offers made for the 100%:owned
X-Cal Mill Creek Property as a result of discussions with major companies who are landholderé<n
the area. Past proposals did not meet the Company’s criteria. It is the intention of the Cdmpat y
to continue to hold this property until an offer that does meet our criteria is received or we Plecuzo
carry out our own mdependent drill program.

,n

The Snowbird Gold Property in British Columbia was written down in fiscal 2000. The wrrant P
costs incurred on the Snowbird Property were expensed in fiscal 2083. An offer for this propef“y

is currently under discussion. The offer will be subjected to a fairness opinion.
Results of bperations

X-Cal recorded a n :t loss of $969,467 or $0.02 per common’ share in 2003 compared t¢
loss of $429 035 or $0. 01 per t‘ommon share in 2002

) 2003 increased to $191‘
from $965 in 2002 dug to hlgher cash balanceson hiand. throughcut e year
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& Quarterry Financral Iformation &

General and administrative expenses in 2003 were $911,548 compared to $421,132 in 2002, an
increase of 116%. During 2003, the Company increased its investor relations program to raise
X-Cal's profile in the investment community. Accordingly, investor relations costs were $236,394
in 2003 compared to $22,727 in 2002. These costs were comprised of $104,239 for
presentations to institutional investors in Europe as well as attendance at the New York Gold
- Institutional Conference, $107,537 in stock-based compensation of consultants, and $24,618 in

" contributions primarily to the Geological Association of Nevada. Shareholder communications

included $67,326 for reports on X-Cal and $38,222 in news releases and printing and $15,801 in
other related expenses. Consulting fees were $31,600 in 2003 compared to $18,333 in 2002, an
increase attributable to financial consulting fees for current and prior years provided by a director
“of the Company.

Legal, accountmg and audit fees lncreased Yo $58, 454 in 2003 from $30,971 in 2002 due to an
increase in audit and 1ak services provided by Grant Thornton. Salaries and benefits increased to
$211,950 in 2003 from $123,592 as a result of a performance bonus of $100,000 to an officer of
the Company. Stock exchange fees increased to $50,898 in 2003 from $31,527 in 2002 because
of the higher number of shares issued in private placements in 2003 compared to 2002. Dunng
2003, the Company relocated its British Columbia office and due to the increased activity in
investor relations and the mineral properties, office, rent, telephone and travel costs increased in

2003 The location of the Company s Qntano office remains unchanged

X-Cal recorded an unrealized fd[elgn exchange loss of $34 463 in 2003 compared to a loss of

'$185 in 2002. This loss was prifnarily generated from the strengthened position of the Canadian
- dollar agarnst the us dollar on the US$1 139 883 in short-term monetary investments held by the
, Company at the end of 2003 : T )

RN ]

i Mlneral property' 'exploratron costs expensed relate to the Snowblrd property that was written

down to $1.00 in fiscal 2000. The renewed expense on the property was to prepare it for an offer
to purchase whlch has now been recerved and is under revrew B

The following i l;_a summary of unaudlted quarter(y ﬁnancral mformatron for the two years ended
"March 3172003, , : . s

~2003 ”’i’f";df[a é"?p‘fs; .‘é‘f.”:chR, T 4™aTR TOTAL

Interest income $197 $26 $1,066 $17,869 $19,158
,Net loss N $119,f 686 $272,486 $381,898 $969,467
; " %0.0 - .$0.004 $0.01 $0.02,

o uee

oreT P0Gt g0em Mam . Torad
Interest income $586 SNil $377 $2 $965
Net loss $73451  $60,269  $102,329  $192,986 - $429,035
Loss p?rgqgr%‘ e so oqzi ..80.001, .. $0.002. . $0.005 $0.01

At the 'bntioF 2003 the Company had a workmg baputal balance of $2 666,873 compared to a
‘Working capital deficténcy of $154,718 in 2002. This reflects increased equity fi inancing raised in

2003. This amount includes $2,448,123 held in guaranteed investment certificates and term

4d'eh stiménts of $2,764,420 as compared to
$20 551 ¥ March 31, 2002 Fhis incréase'was e résult of the issuance of 8,499,333 common
shares in private placements for net proceeds of $3,490,301; 1,042,500 common shares issued




in the exercise of options for $322,000 and 2,615,000 shares issued in the exercise of warrants
for $624,000. o .

Contractual property acquisition and holding costs for 2003 were $46,674 compared to $249,493
in 2002. The decrease is primarily due 1o the issuance of shares in lieu of cash to Kinross Goid
under the First Amendment to the Amended Option Agreement dated October 13, 2000. ..(5.4
miilion shares of X-Cal were paid to Kinross Gold in 2002 as ‘part of the Sleeper Option To
"Purchase Agreement). ’ i . N .

Exploration and annual property costs deferred in 2003 were $787,432 compared to $455,903 in
2002. "Of that amount, $774,068 was incurred on the Company's Sleeper Gold property and
$13,363 on the Mill Creek property. Major increases in expenditures of assays, drilling,
consutting and contract geologists were primarily due to the start of a drill program in the Sleeper
Gold property begun in the fourth quarter of 2003. s ; .

Outlook

The gold production industry has consolidated and now faces ‘feserve replacernent, as prédicted
in our 2001 and 2002 annual reports. - X-Cal has assembled and documented the Sleeper Gold
Project over a period of years beginning with the first land acquisitions in the area in December
1983. The Company has an option agreement with Kinross Gold Corporation that is valid until
December 30, 2003. If the option exercise is compieted by X-Cal it will consolidate title to the
district: Management views this course of action as a step that could-pave the way for longer-term
development of the district. The Company outlined a proposed structure to fund the exercise of
this option in a press release dated July 24, 2003. The proposal is subjest to regulatory approval
_and to the availability of financing. -, U T TPUR S

The Company has assembled an’ industry-récognized team toi"c':arry out exploration work at

Sleeper. The team has reported positively on the potential of this property and is carrving on
exploration, which is expected to continue throughout 2003.

“The Mill Creek Propertyis locaied' in the Corfez Joint Venture Area of Nevada'wheré’ Placer
Dome Inc. has announced new discoveries. The general area is expected to have increased
exploration activity, which may bring a development offer for the Mill Creek Property that is: mere
attractive than the previous offers that have come from major companies with properties in this
area. . - Lot

Predictions about the direction of the gold price either.upwards or downwards are just. that:
predictions. However, the opinion of management is that the industry must replace its reserves.
Nevada is one area where the investment in infrastructure has already been made. Nevadais a
prime location for reserve replacement where low cash cost ounces have historicaily been found.
Higher gold prices, if they occur, would be a borius.” o o

Risks and Uncertainties L :
X-Cal is a gold exploration company and is exposed to a Aumber of risks and urcensinties that
are common to other companies in the mineral exploration business. _‘T,he,eg(plg_r.a_tigqf.fq_‘r‘,..‘_.zaﬂ@g\,;g;_
mineral deposits involve significant financial risks over an extendsd period of time. There is no
guarantee that even with careful geological. evaluation, . experience and knowledgs: that: trie
Company will be successful in its search.or that expenditure-of funds will result in.the discovery. of
an economic mineral deposit. . C L e R

Although the Company has taken steps to verify title to its mineral property ‘interests in
accordance with industry standards, these procedures. do. not; guarantee:the- Company's fitle.
Property title ‘may be $ubject to unregistered priof, agreements . and ' non-compliance:
regulatdry reqtiirements. L . S

T 4

X-Cal is dependent upon equity financing to continue to fund its exploration activities and general
operations. The Company believes that the current funds on hand should be sufficient to finance
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its operations and capital needs until the end of fiscal 2004. However, the Company's funding
needs may vary depending upon results obtained from current exploration activities. X-Cal's
ability to raise future capital will be in part affected by capital markets and market prices for gold.
There is no assurance that such additiona! financing will be available.
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